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Is Debt Forgiveness Good News or Bad News
for Industry Competitors?

Atsuo FUKUDA

Abstract

Debt forgiveness to a firm troubled in repaying debt by the lending banks may affect not only the
firm’s value but also the firm’s industry competitors’ value. This paper examines the stock price reac-
tions of these firms to the announcements of debt forgiveness. The empirical results show that while
firms that get debt forgiveness earn positive abnormal returns of 2.6%, their industry competitors earn
negative abnormal returns of -0.95%. Thus debt forgiveness to a troubled firm is bad news for the firm’s

industry competitors.





